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INTRODUCTION 

THE  years  1933,  1934  and  1935  have  witnessed 
several  striking  developments  in  the  balance  of  in¬ 
ternational  payments  of  the  United  States.  In  these 
years  the  excess  of  commodity  exports  over  imports 
was  225  million,  478  million  and  234  million  dol¬ 
lars,  respectively* — as  compared  with  an  export 
surplus  averaging  over  3  billion  dollars  annually 
in  the  period  1915-1921  and  over  750  million  dollars 
in  the  period  1922-1929.  The  export  surplus  in  both 
1933  and  1935  was  less  than  in  any  other  year  since 
1910. 

In  1934  and  1935  gold  and  silver  imports  were 
greater  than  in  any  other  years  of  our  history.^ 
Gold  imports  totaled  nearly  3  billion  dollars — more 
(even  when  adjustment  is  made  for  change  in  the 
gold  content  of  the  dollar)  than  the  total  increase 
in  the  gold  stocks  of  the  United  States  between 
the  outbreak  of  the  World  War  and  the  end  of 

1921,  and  greater  than  the  subsequent  increase  be¬ 
tween  1922  and  Britain’s  abandonment  of  the  gold 
standard  in  September  1931.  In  1933,  1934  and  1935 
the  net  silver  imports  were  valued  at  41  million,  86 
million  and  337  million  dollars,  respectively,  in  con¬ 
trast  with  the  normal  situation  when  the  country, 
as  one  of  the  world’s  leading  silver  producers,  is  a 
net  exporter.*  War  debt  payments,  which  before 

1.  Except  where  otherwise  indicated,  all  statistics  on  the 
United  States  balance  of  payments  in  this  report  are  taken  from 
the  summary  table  for  1919-1934  on  pp.  70-71  of  “The  Balance 
of  International  Payments  of  the  United  States  in  1934,”  Trade 
Information  Bulletin  No.  826,  published  by  the  Department  of 
Commerce.  This  table  is  reproduced  on  page  57  of  this  report, 
with  the  additions  of  the  1935  figures  from  the  Department  of 
Commerce  release.  New  Yorf^  Times,  May  4,  1936. 

2.  For  comparative  figures  on  commodity,  silver  and  gold 
movements  for  1926-1935,  cf.  New  Yor/^  Times,  January  23, 
1936. 

3.  In  only  six  previous  years  in  the  past  half  century  (1921, 

1922,  1923,  1924,  1931  and  1932)  had  imports  exceeded  ex¬ 
ports.  In  most  of  these  years  the  import  surplus  was  small,  as 
evidenced  by  the  fact  that  the  combined  imports  in  these  six 
years  were  considerably  less  in  dollar  value  than  the  net  imports 
in  1934  alone. 


1931  had  been  in  excess  of  200  million  dollars  a 
year,  stopped  completely  after  June  1934  with  the 
exception  of  Finland’s  payments,  totaling  about 
$357,000  annually,  and  some  small  payments  on  ac¬ 
count  by  Greece. 

The  Roosevelt  administration’s  program  for  tar¬ 
iff  reduction  through  reciprocal  trade  agreements, 
which  got  under  way  in  1934  when  an  agreement 
was  signed  with  Cuba,  made  rapid  progress  in  1935 
and  early  1936  with  the  negotiation  of  twelve  new 
agreements,  including  such  important  countries  as 
France,  Canada,  the  Netherlands,  Sweden  and 
Switzerland.  It  is  expected  that  agreements  with 
several  more  countries  will  be  announced  in  the 
course  of  the  present  year.  The  prospects  for  a 
larger  volume  of  international  trade,  both  exports 
and  imports,  are  much  more  favorable  than  in  the 
first  year  of  the  Roosevelt  administration,  when 
the  N.R.A.,  A.A.A.,  and  monetary  devaluation 
were  considered  the  keys  to  recovery.^ 

These  developments  affect  our  economic  life  in 
many  ways,  but  all  have  a  marked  influence  on  the  I 
make-up  of  our  balance  of  international  payments,  j 
This  report  describes  the  various  items  in  the  bal¬ 
ance  of  payments,  surveys  the  historical  develop¬ 
ment  of  the  American  balance  of  payments  up  to 
the  coming  of  the  world  depression,  and  seeks  to  | 
explain  the  changes  which  have  taken  place  since 
1929  as  well  as  their  significance  for  the  country’s 
future  international  position. 

ITEMS  IN  A  BALANCE  OF  INTERNATIONAL  PAYMENTS 

Whenever  a  person  in  the  United  States  exports 
goods,  he  creates  a  claim  against  some  one  in  a 

4.  For  a  discussion  of  the  general  principles  of  the  trade  agree¬ 
ments  program  and  the  terms  of  the  Cuban,  Brazilian,  Belgian  I 
and  Haitian  agreements,  cf.  David  H.  Popper,  “Progress  of  T 
American  Tariff  Bargaining,”  Foreign  Policy  Reports,  May  22, 
1935.  For  a  more  recent  discussion,  strongly  defending  the  trade  1 1 
agreement  program,  cf.  F.  B.  Sayre,  America  Must  Act  (New 
York  and  Boston,  World  Peace  Foundation,  1936). 
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foreign  country;  every  time  he  purchases  goods 
outside  the  United  States,  he  incurs  an  obligation 
to  pay  some  one  abroad — that  is,  some  one  abroad 
creates  a  claim  against  him.  If  economic  relations 
between  Americans  and  foreigners^  consisted  mere¬ 
ly  in  the  buying  and  selling  of  goods,  giving  rise 
to  such  claims  and  counterclaims,  exports  and  im¬ 
ports  would  pay  for  each  other  and  equal  each 
other  in  value,  except  as  payment  might  be 
made  in  specie.  But  in  the  modern  world  a  great 
many  other  international  transactions  create  claims 
and  counterclaims,  and  have  effects  identical  with 
those  of  the  movement  of  commodities  and  specie. 

These  transactions,  other  than  the  movement  of 
commodities  and  specie,  which  give  rise  to  claims 
and  counterclaims,  are  commonly  referred  to  as 
“invisible”  exports  or  “invisible”  imports.  For  ex¬ 
ample,  if  an  American  purchases  silks  from  France 
to  the  amount  of  $500,  some  one  in  France  acquires 
American  money  with  which  American  goods  may 
be  bought  and  exported.  If  an  American  had  gone 
to  France  and  spent  francs  for  which  he  had  paid 
$500,  no  goods  would  have  entered  the  United 
States;  but  out  of  the  proceeds  of  this  tourist’s  out¬ 
lay  for  such  things  as  railroad  fare,  hotel  bills,  taxi¬ 
cabs  and  admissions  to  art  galleries,  the  French 
would  be  in  a  position  to  purchase  $500  worth  of 
goods  in  the  United  States.  These  expenditures  by 
the  American  tourist  constitute  an  invisible  import 
of  the  United  States  and  an  invisible  export  of 
France.  For  purposes  of  international  finance,  the 
art  galleries  of  France^  the  pyramids  of  Egypt,  the 
Scottish  lakes  and  the  graves  in  Westminster 
Abbey  create  “exports”  from  their  countries  which, 
although  “invisible,”  are  just  as  effective  as  the 
shipment  of  commodities.  Other  important  “in¬ 
visibles”  are  payments  made  for  ocean  shipping, 
insurance  and  banking  commissions,  royalties  on 
books  and  moving  pictures,  interest  on  foreign  in¬ 
vestments  and  gifts  to  persons  or  institutions  in 
foreign  countries.  The  movie  royalties  of  over  50 
million  dollars  a  year  paid  by  foreigners  to  Amer¬ 
ican  companies  are  just  as  much  an  export  from 
this  country  as  a  shipment  of  wheat;  when  an 
American  church  gives  a  hundred  thousand  dol¬ 
lars  for  missionary  work  in  China  or  John  Peterson 
sends  $100  to  his  aged  mother  in  Stockholm,  the 
result  is  the  same  as  if  Americans  had  imported 
goods  of  equal  value:  viz.,  it  gives  foreigners  the 

5-  As  regards  the  effect  on  the  balance  of  payments,  it  makes 
no  difference  whether  goods  are  imported  into  the  United  States 
by  American  citizens  or  foreigners  resident  here,  or  whether 
the  residents  of  the  United  States  who  travel  abroad  are  Amer¬ 
ican  citizens  or  foreigners.  To  simplify  discussion  in  this  report, 
however,  the  term  Americans  is  used  to  include  those  resident 
in  the  United  States;  the  term  foreigners  to  include  those  resi¬ 
dent  abroad,  regardless  of  nationality. 


means  of  paying  for  American  goods.  All  these 
“invisibles”  represent  payment  for  some  service 
rendered  or  are  in  the  nature  of  gifts,  and  are 
commonly  referred  to  as  service  or  current  items. 

International  lending  and  borrowing,  and  the  re¬ 
payment  of  debts,  are  also  an  important  source  of 
invisible  exports  and  imports.  When  an  American 
exports  a  million  dollars  in  goods,  that  gives  him, 
or  any  one  to  whom  he  transfers  his  claim,  the 
ability  to  import  a  million  dollars  in  goods.  If  the 
same  American  borrows  abroad  a  million  dollars 
(or  its  equivalent  in  foreign  currency),  it  gives  him 
the  ability  to  buy  foreign  goods  just  as  effectively 
as  the  export  of  commodities,  but  with  this  very 
important  difference:  in  the  case  of  the  loan  he 
would  have  to  pay  interest,  and  to  repay  the  loan 
at  some  later  date.  Interest  payments  and  repay¬ 
ment  of  principal  would,  in  turn,  be  an  invisible 
export  for  the  creditor  country.  In  any  period,  the 
total  exports  and  imports,  both  visible  and  in¬ 
visible,  are  equal,  but  the  question  whether  this 
equality  is  the  result  of  current  items  and  repay¬ 
ment  of  debt,  or  of  lending  and  borrowing  opera¬ 
tions,  is  of  great  consequence  for  the  balance  of 
payments  at  a  subsequent  period.*^ 

PRE-WAR  BALANCE  OF  PAYMENTS  OF  THE  UNITED  STATES^ 

In  every  year  since  1875,  with  the  exception  of 
1888  and  1893,  commodity  exports  from  this  coun¬ 
try  have  exceeded  commodity  imports.  For  the 
eighteen  years  preceding  the  outbreak  of  the 
World  War  this  excess  of  exports  averaged  nearly 

6.  For  further  details,  cf.  p.  62. 

7.  For  the  pre-war  period  there  are  no  annual  studies  of  the 
American  balance  of  payments  such  as  have  been  made  since 
1919.  The  best  study  for  any  single  year  (fiscal  year  1909- 
1910)  was  made  by  Sir  George  Paish,  The  Trade  Balance  of 
the  United  States,  published  as  one  of  the  Reports  of  the  Na¬ 
tional  Monetary  Commission  (Senate  Document  No.  579,  6ist 
Congress,  2d  Session).  Those  interested  in  a  more  detailed 
survey  of  the  American  balance  of  payments  before  1919  should 
consult  “The  Balance  of  Trade  of  the  United  States,”  by  C.  J. 
Bullock,  J.  H.  Williams  and  R.  S.  Tucker,  in  The  Review  of 
Economic  Statistics,  July  1919,  pp.  215-39,  and  republished  in 
part  in  F.  W.  Taussig,  Selected  Readings  in  International  Trade 
and  Tariff  Problems  (Boston,  Ginn,  1921),  pp.  159-206.  It  is 
from  this  survey  that  statistics  in  the  report  on  the  American 
balance  of  payments  before  1919  are  taken,  except  where  other¬ 
wise  indicated. 

In  1934  George  Peek,  Special  Adviser  to  the  President  on 
Foreign  Trade,  made  a  study  of  the  American  balance  of  pay¬ 
ments  from  1896  to  1933,  and  his  figures  agree  approximately 
with  those  of  Bullock,  Williams  and  Tucker.  Letter  to  the 
President  on  Foreign  Trade  (Washington,  Government  Printing 
Office,  1934);  Letter  to  the  President  on  International  Credits 
for  Foreign  Trade  and  Other  Purposes,  i8g6-igjj  (Washing¬ 
ton,  Government  Printing  Office,  1934).  These  two  letters  were 
reprinted  by  The  Chemical  Foundation  of  New  York  City  in  a 
pamphlet  entitled  Remember,  O  Stranger,  Arithmetic  is  the 
first  of  the  sciences  and  the  mother  of  safety.  All  citations  of 
the  Peek  letters  refer  to  this  reprint. 
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$500,000,000  a  year.  What  was  the  situation  which 
made  it  possible  or,  more  accurately  speaking,  ne¬ 
cessary  for  this  country  in  the  pre-war  period  to 
ship  abroad  a  half-billion  dollars  in  goods  for 
which  no  goods  were  obtained  in  return? 

At  the  outbreak  of  the  World  War  the  United 
States  was  a  debtor  nation  to  the  extent  of  about 
3  billion  dollars— that  is,  foreign  investments  in 
this  country  were  greater  than  American  invest¬ 
ments  abroad  by  this  amount.  It  is  estimated  that 
of  the  half-billion-dollar  export  surplus  approxi¬ 
mately  $160,000,000  represented  interest  and  divi¬ 
dends  paid  to  foreigners  on  this  investment;  about 


$175,000,000  represented  the  expenses  of  American  | 
tourists  abroad;  $150,000,000  to  $175,000,000  the  re-  | 
mittances  that  foreign  immigrants  resident  in  this  { 
country  made  to  friends  and  relatives  in  “the  old  | 
country”;  and  about  $35,000,000  payments  to  foreign  I 
shipping  concerns.  Net  gold  imports  averaged  f 
slightly  less  than  $10,000,000  a  year  for  the  period.  [ 
An  increase  in  foreign  investments  in  this  I 
country  in  the  pre-war  years — considerably  greater  r 
than  the  increase  in  American  investment  abroad—  | 
made  possible  these  invisible  imports  and  gold  im-  f 
ports  somewhat  in  excess  of  our  surplus  of  com-  | 
modity  exports. 


BALANCE  OF  PAYMENTS  OF  THE  UNITED  STATES,  1896-1914*  S 

{Annual  Average  of  Net  Balances  in  Millions  of  Dollars)  L* 


Exports 

Excess  of  commodity  exports  487 

Increase  in  net  foreign  investment  in  the 

United  States  55 


Imports 

Shipping  and  freight  services 

34 

Tourist  expenditures 

175 

Immigrant  remittances  and  contributions 

160 

■7 

Interest  and  dividends  on  net  foreign  invest¬ 

ment  in  the  United  States 

160 

Excess  of  gold  imports 

10 

|P 

Miscellaneous,  and  errors  and  omissions  3  q 


*  Fiscal  years,  July  i-June  30.  This  tabic  is  based,  with  slight  adaptations,  on  the  material  in  Bullock,  Williams  and  Tucker, 
“The  Balance  of  Trade  in  the  United  States,”  cited.  It  does  not  didcr  in  its  essentials  from  the  picture  of  the  pre-war  balance 
of  payments  given  in  Peek,  cited. 


WARTIME  DEVELOPMENTS  IN  OUR  BALANCE  OF  PAYMENTS 

The  opening  months  of  the  World  War  caused 
serious  disturbances  in  this  country’s  international 
trade,  with  the  cutting-off  of  important  export 
markets.  But  once  the  early  uncertainties  had 
passed  and  the  Allies  had  realized  that  the  war 
would  be  long-drawn-out,  American  international 
trade  and  finance  took  a  new  turn.  The  Allies  were 
in  pressing  need  of  supplies  and  munitions — a  need 
far  greater  than  could  be  satisfied  by  the  dollar  ex¬ 
change  created  by  their  exports  and  earnings  on 
American  investments.  In  order  to  pay  for  these 
supplies,  the  Allied  countries — particularly  Britain 
— shipped  large  amounts  of  gold  to  this  country 
and  re-sold  many  securities  to  Americans.  In  1915 
the  French  and  British  governments  arranged 
through  the  House  of  Morgan  for  a  loan  of  $500,- 
000,000,  and  subsequently  secured  further  advances 
in  the  same  way.  American  banks  also  extended 
large  credits.  Commodity  exports,  which  had 
slumped  in  the  latter  months  of  1914  and  the  early 
part  of  1915,  reached  unprecedented  levels  in  the 
second  half  of  1915  and  in  1916,  and  despite  a  sharp 
increase  in  imports  our  export  surplus  from  July 
1915  to  December  1916  was  over  4  billion  dollars.® 


With  our  entrance  into  the  war  the  private  fi¬ 
nancing  of  Allied  purchases  in  this  country  virtual¬ 
ly  ceased,  as  did  the  import  of  gold;  but  loans  0 
amounting  to  about  10  billion  dollars  were  extend-  H 
ed  by  the  American  government  to  the  AlUes  be-  ^ 
tween  April  1927  and  the  early  part  of  1920. 

It  may  be  doubted  whether  any  country  ever  ex- 
perienced  so  great  a  change  in  its  international  a, 
economic  position  within  so  short  a  period  as  did  ^ 
the  United  States  in  the  years  between  the  out-  Ip 
break  of  the  World  War  and  the  end  of  1919.  Our  *  j 
excess  of  commodity  exports  was  over  15  billion 
dollars — greater  than  the  export  surplus  in  the  pre-  * 
ceding  40  years.  This  export  surplus  was  paid  for 
by  gold  imports  of  nearly  a  billion  dollars,  the  j' 
liquidation  of  much  of  the  foreign  investment  in 
this  country,  remittances  in  connection  with  Euro-  1 
pean  relief,  and  loans  abroad  by  the  American  gov-  . 
ernment  and  banks  and  private  investors  of  ap-  f 
proximately  15  billion  dollars.  In  addition  to  war  ,) 
debts  of  about  10  billion  dollars,  we  were  at  the 
end  of  1919  a  net  creditor  of  the  world  on  private  ' 
account.^  1 

8.  Previous  to  July  1915,  American  foreign  trade  statistics  were 
reported  on  the  basis  of  a  July  i-Junc  30  fiscal  year.  In  1916  ] 

and  thereafter  they  have  been  reported  on  a  calendar  year  basis.  _ 


BALANCE  OF  PAYMENTS  OF  THE  UNITED  STATES,  JULY  I,  I914-DECEMBER  3I,  I919* 

{Annual  Average  of  Net  Balances,  in  Millions  of  Dollars;  Net  Balances  for  Period, 
in  Millions  of  Dollars,  given  in  brac\ets\) 

Exports  Imports 


Excess  of  commodity  exports 

2,877 

[15,824] 

Shipping  and  freight  services 

38 

[206] 

Earnings  on  net  private  invest¬ 

Capital  movement:  (increase  in 

ment  abroad 

27 

[150] 

American  investment  abroad; 
decrease  in  foreign  invest¬ 
ment  in  United  States) 

707 

[3,896] 

\^^ar  debt  receipts 

91 

[503] 

Immigrant  remittances 

218 

[1,200] 

Exports  of  paper  currency 

30 

[166] 

Loans  to  foreign  governments  by 

United  States 

1,721 

[9,466] 

Net  miscellaneous,  and  errors 

Foreign  expenditures  by  United 

and  omissions  in  estimates 

149 

[824] 

States  government 

337 

[1.855] 

Excess  of  gold  imports 

153 

[844] 

•  Data  for  1914-1918  from  J.  H.  Williams,  “The  Balance  of  International  Payments  for  the  Year  1920,”  The  Review  of  Economic 
Statistics,  Vol.  Ill,  p.  201;  data  for  1919  from  annual  Balance  of  Payments  studies  (see  table,  p.  57),  which  are  the  figures  of 
Williams,  cited,  p.  200,  slightly  changed  on  basis  of  revised  estimates  by  Department  of  Commerce. 


+  Figures  are  given  in  annual  averages  in  order  that  the  table  be  on  the  same  basis  as  other  tables  in  this  report.  However, 
because  of  great  changes  from  year  to  year  in  the  importance  of  some  items,  especially  government  transactions,  annual  averages 
do  not  give  so  good  a  picture  of  the  situation  in  this  period  as  do  totals  for  the  period.  These  latter  figures  are  given  in  brackets. 


BALANCE  OF  PAYMENTS,  I92O-I929 

Our  post-war  position  apparently  called  for  a 
very  much  smaller  excess  of  exports  than  before 
the  war,  or  even  for  an  excess  of  commodity  im- 
ports.‘°  No  such  import  surplus  has  appeared  up 
to  the  present  time,  and  in  the  years  1920-1929  the 
total  excess  of  commodity  exports  was  over  lo  bil¬ 
lion  dollars.  When  the  development  which  took 
place  between  1920  and  1929  in  the  fields  of  foreign 
lending,  foreign  travel,  and  immigrant  remittances 
is  considered,  this  continued  excess  of  commodity 
exports  is  not  surprising. 

9.  Any  estimate  of  America’s  net  creditor  position  on  private 
account  at  the  end  of  1919  is  subject  to  a  large  margin  of  error, 
but  it  is  probable  that  the  figure  was  somewhere  between  2  and 
4  billion  dollars.  Frank  Vanderlip  and  J.  H.  Williams  placed 
our  creditor  position  on  private  account  at  that  time  at  $2,350,- 
000,000,  but  apparently  short-term  banking  credits  were  not  in¬ 
cluded  in  this  estimate.  “The  Future  of  Our  Foreign  Trade,” 
Supplement  to  Vol.  II,  The  Review  of  Economic  Statistics,  pp. 
18-19.  Ralph  A.  Young,  in  a  study  prepared  for  the  National 
Industrial  Conference  Board  (New  York,  1929),  The  Interna¬ 
tional  Economic  Position  of  the  United  States,  estimated  our  net 
creditor  position  at  14  billion  dollars  in  1919.  A  deduction  of 
the  war  debts  would  have  made  our  net  creditor  position  on 
private  account  slightly  under  4  billion  dollars  (pp.  48,  49). 

10.  Bullock,  Williams  and  Tucker,  writing  in  1919,  said, 
“Our  imports  must  increase,  our  excess  of  exports  disappear; 
and  it  may  be  .  .  .  that  an  excess  of  imports  will  take  its 
place.”  “The  Balance  of  Trade  of  the  United  States,”  cited, 
p.  200. 

Professor  Taussig,  writing  in  the  same  year,  said  in  more 
cautious  vein:  “Looking  over  the  ten  years  from  1920  to  1930 
the  outlook  is  for  some  continuing  excess  of  merchandise  ex¬ 
ports  over  merchandise  imports.  But  it  would  seem  impossible 
that  the  annual  excess  should  be  on  the  average  at  all  so  great 
as  that  of  the  decades  preceding  the  War.  In  the  end — sup¬ 
posing  no  new  factors  to  enter  before  this  final  stage  is  reached 
— the  accumulation  of  interest  payments  will  bring  about  an 
excess  of  imports.”  Selected  Readings,  cited,  p.  216. 


With  economic  distress  in  many  parts  of  Europe 
after  the  Armistice,  and  a  condition  of  relative 
prosperity  in  the  United  States,  foreigners  resident 
in  the  United  States,  as  well  as  American  citizens 
and  charitable  and  religious  organizations,  made 
contributions  abroad  to  their  families  or  in  support 
of  relief  work.  These  remittances,  which  had 
averaged  less  than  $200,000,000  a  year  before  1914, 
amounted  to  $600,000,000  in  1919,  and  in  1920 
reached  an  all  time  high  of  $700,000,000.  Although 
they  declined  within  a  few  years  to  about  $250,- 
000,000,  these  remittances  in  the  lo-year  period 
1920-1929  totaled  nearly  4  billion  dollars. 

Prosperity  in  this  country  in  the  1920’s,  and  the 
desire  of  Americans  to  visit  the  battlefields  of 
France,  led  to  an  annual  summer  exodus  of  tourists 
to  Europe.  The  rise  of  the  automobile  stimulated 
trips  to  Canada.  For  some  Americans,  prohibidon 
made  foreign  travel  pardcularly  attractive.  In  the 
lo-year  period  1920-1929  expenditures  abroad  by 
American  tourists  were  nearly  4.5  billion  dollars 
more  than  the  expenditures  of  foreign  tourists  in 
this  country.  Net  gold  imports  for  the  period  were 
over  a  billion  dollars,  so  that  these  invisible  items, 
together  with  gold  shipments,  came  within  about 
a  billion  dollars  of  our  commodity  export  surplus. 

But  in  this  same  lo-year  period  the  total  of  in¬ 
terest  payments  on  American  private  investment 
abroad  was  in  excess  of  3  billion  dollars,  and  total 
payments  on  account  of  war  debts  (interest  and 
principal)  were  over  1.5  billion  dollars.  Some 
minor  items  will  help  to  explain  how  receipt  of 
these  large  payments  was  possible  under  the  cir- 
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cumstances,  but  the  key  to  the  situation  lies  in  the 
fact  that  from  1920  on  great  sums  were  loaned 
abroad  by  American  investors,  thus  putting  in  the 
hands  of  foreigners  the  dollar  exchange  with  which 
payments  were  made  to  other  American  investors 
and  to  the  national  government.  Foreign  bonds 
in  excess  of  8  billion  dollars  were  floated  in  this 
country  between  1920  and  1929.  In  addition,  large 
direct  investments  were  made  abroad  by  Americans 
in  mines,  plantations  and  branch  factories.  This 
long-term  investment  abroad  was  partially  offset 
by  foreign  investment  in  American  securities  and 
American  industry,  so  that  in  the  1920’s  net  lend¬ 
ing  abroad  on  long-term  account  was  slightly  in 
excess  of  5  billion  dollars.  At  the  end  of  1929,  in 
addition  to  ii  billion  dollars  of  war  debts,  the 
United  States  was  a  net  creditor  of  the  world  on 
long-term  account  by  about  10  billion  dollars." 


In  connection  with  this  rise  of  the  United  States 
as  a  great  lending  nation,  Americans,  and  in  par¬ 
ticular  New  York  banks,  came  to  owe  increasing 
amounts  to  foreigners,  payable  either  on  demand 
or  on  short  notice.  This  was  in  part  a  result  of  the 
great  lending  abroad  on  long-term  account,  for  the 
borrowers  generally  left  part  of  the  proceeds  tem¬ 
porarily  on  deposit  in  New  York.  The  flow  of 
foreign  funds  into  the  New  York  stock  market 
after  1926  to  take  advantage  of  high  interest  rates 
on  stock  market  loans,  and  the  keeping  of  reserve 
balances  in  New  York  in  connection  with  wide¬ 
spread  adoption  of  the  gold  exchange  standard,  also 
contributed  to  a  substantial  increase  in  the  short¬ 
term  debtor  position  of  the  United  States  between 
1922  and  1929.  At  the  end  of  1929  we  were  a  net 
debtor  on  short-term  account  by  about  $1,600,- 
000,000." 


BALANCE  OF  PAYMENTS  OF  THE  UNITED  STATES,  192O-I929* 

{Annual  Average  of  Net  Balances  in  Millions  of  Dollars) 


Exports 

Imports 

Excess  of  commodity  exports 

1,062 

Shipping  and  freight  services 

15 

Interest  and  dividends 

335 

Tourist  expenditures 

433 

War  debt  receipts 

174 

Immigrant  remittances,  charity,  etc. 

374 

Miscellaneous  commodity  and  service  items 

14 

Government  transactions 

44 

Short-term  capital  movement 

151 

Gold  imports 

116 

Currency  imports 

21 

Private  long-term  capital  movementsf 

576 

Errors  and  omissions  in  estimates 

157 

*  Based  on  data  in  annual  Balance  of  Payments  studies,  as  given  in  table  on  p.  57. 


t  In  the  years  1920  and  1921,  loans  totaling  $326,000,000  were  made  by  the  American  government  to  foreign  governments. 
These  transactions  have  been  included  in  this  table  under  the  private  long-term  capital  movements. 


RELATION  OF  AMERICAN  TARIFF  POLICY  TO 
BALANCE  OF  PAYMENTS  IN  THE  1920’s 

With  the  return  of  the  Republican  party  to 
!  power  in  1921,  the  country  rejected  the  policy  of 
moderate  protective  duties  which  had  been  em¬ 
bodied  in  the  Underwood  tariff  of  1913.  The 
Emergency  Tariff  Act  of  1921  was  followed  by  the 
Fordney-McCumber  Act  of  1922,  providing  for  a 
general  increase  in  duties.  Many  economists  at  that 
time  attacked  this  tariff  program  as  incompatible 

II.  The  Department  of  Commerce,  in  Balance  of  Payments, 
1929,  pp.  30-31,  estimated  total  American  investments  abroad 
on  January  1,  1930  at  between  $13,366,000,000  and  $15,368,- 
000,000.  Foreign  long-term  investment  in  this  country  was  esti¬ 
mated  at  about  5  billion  dollars.  The  Commerce  Department 
•  estimated  American  direct  investments  abroad  at  the  end  of 
1929  at  $7,477,735.  “American  Direct  Investments  in  Foreign 
j  Countries,”  Trade  Information  Bulletin  No.  731,  p.  8.  Dr.  Max 
j  Winkler’s  estimate  of  American  investments  abroad  at  the  end 
I  of  1929  was  somewhat  higher — $16,604,052,000  (“America’s 
j  Stake  Abroad,”  P.  P.  A.  Information  Service,  February  24, 
^  1931.  p.  456). 

1  12.  Cf.  Balance  of  Payments,  2929,  pp.  56-59. 


with  our  new  position  as  a  creditor  nation,  point¬ 
ing  out  that  creditor  countries  which  hoped  to  re¬ 
ceive  interest  payments  and  be  repaid  should  en¬ 
courage,  not  discourage,  imports.  But  under  the 
conditions  which  actually  developed  after  1922,  the 
charge  that  the  Fordney-McCumber  Act  prevented 
the  adjustment  in  our  commodity  trade  which 
would  have  permitted  foreigners  to  pay  their  debts 
(both  private  obligations  and  war  debts)  can  be 
accepted  only  with  major  reservations.  As  long  as 
Americans  traveled  abroad  so  extensively,  Ameri¬ 
cans  and  foreigners  resident  in  the  United  States 
were  so  generous  in  their  gifts,  and  American 
bankers  arranged  loans  to  foreign  governments  and 
foreign  corporations  on  so  extensive  a  scale,  there 
was  no  need  for  foreign  debtors  to  build  up  export 
surpluses  (i.e.,  an  import  surplus  for  the  United 
States)  to  pay  their  debts.  In  fact,  it  would  have 
been  impossible  for  an  import  surplus  to  have 
arisen  in  the  United  States,  even  under  free  trade, 
so  long  as  Americans  were  furnishing  foreigners 
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with  such  large  supplies  of  dollar  exchange  from 
other  sources.  It  was  only  after  American  foreign 
lending  slackened  in  1928  that  the  American  tariff 
became  a  direct  obstacle  to  the  solvency  of  this 
country’s  debtors. 

In  a  less  obvious  but  very  important  way,  how¬ 
ever,  the  Fordney-McCumber  tariff  disturbed  our 
relations  with  debtor  countries.  American  tariff 
policy  of  the  1920’s  injured  the  prosperity  of  many 
of  our  debtors  by  closing  profitable  markets  and 
thus  preventing  importation  from  the  United 
States,  without  new  loans,  of  the  commodities 
desired  by  the  people  of  those  countries.  So  far 
as  this  encouraged  foreign  governments  to  borrow 
abroad  instead  of  raising  the  necessary  funds  by 
taxation,  the  Fordney-McCumber  tariff  created  an 
unstable  equilibrium  in  our  balance  of  payments, 
and  prevented  foreigners  from  paying  their  debts 
in  that  decade. 

BALANCE  OF  PAYMENTS  IN  THE  DEPRESSION:  I93O-I933 

In  the  first  year  of  the  depression  the  outstand¬ 
ing  development  in  our  balance  of  payments  was 
extensive  withdrawal  of  short-term  balances  from 
the  United  States.  War  debt  payments  were  main¬ 
tained,  no  publicly  issued  foreign  dollar  securities 
went  into  default,  and  the  net  receipts  on  account 
of  interest  and  dividends  on  our  foreign  invest¬ 
ments  and  war  debts  reached  an  all  time  high  of 


over  850  million  dollars.  New  long-term  lending 
abroad,  which  had  declined  greatly  in  1929  when 
the  stock  market  boom  had  boosted  interest  rates 
in  this  country,  was  greater  in  1930  than  in  1929. 

In  conjunction  with  the  withdrawal  of  short-term 
balances,  this  resulted  in  the  greatest  increase  in 
the  net  creditor  position  of  the  United  States  of  any 
year  since  1921,  with  the  exception  of  1928.  The  ex-  ^ 
cess  of  exports  over  imports — $782,000,000 — was  the  [ 
third  largest  since  1921.  J 

In  the  three  subsequent  years— 1931,  1932,  1933—  [ 
the  great  reduction  in  war  debt  payments,  the 
widespread  default  on  publicly  issued  foreign  dol-  . 
lar  bonds,  the  decline  of  earnings  on  direct  invest-  I 
ments,  and  the  freezing  of  balances  through  ex-  t 
change  control  in  foreign  countries,  cut  deeply  into  j 
our  invisible  exports.  New  long-term  foreign  in¬ 
vestment  declined  greatly  in  1931,  and  became  vir¬ 
tually  nil  in  1932  and  1933 — the  total  for  these  three 
years  being  less  than  for  any  previous  year  in  the 
post-war  period.  But  the  continued  withdrawal  of 
short-term  balances  was  on  so  extensive  a  scale 
that,  despite  considerable  foreign  buying  of  Amer-  ‘ 
ican  securities  and  repurchase  of  foreign  dollar  ■ 
bonds  at  bargain-counter  prices,  the  net  capital  I 
movement  out  of  the  United  States,  constituting  I 
an  invisible  import,  was  greater  in  the  4-year  period  » 
1930-1933  than  in  the  years  1925-1929.  Hence  there  | 
is  no  mystery  about  the  continuation  of  the  export  ^ 
surplus  in  the  first  four  years  of  the  depression 
period.*^  I 


NET  BALANCE  OF  PAYMENTS  OF  THE  UNITED  STATES,  1 930- 1 933' 

{Annual  Average  of  Net  Balances  in  Millions  of  Dollars') 


Exports 

Excess  of  commodity  exports  408 

Interest  and  dividends  482 

War  debt  receipts  118 

Gold  movement  15 

Private  long-term  capital  movements  55 

Errors  and  omissions  in  estimates  184 


Imports 

Shipping  and  freight  services  57 

Tourist  expenditures  414 

Immigrant  remittances,  charity,  etc.  178 

Government  transactions  76 

Currency  movement  40 

Short-term  capital  movement  497 


•  Based  on  data  in  annual  Balance  of  Payments  studies,  as  given  in  table  on  p.  57. 


) 


The  Hawley-Smoot  Tariff  Act,  which  became 
effective  on  June  17,  1930,  substantially  increased 
duties  on  many  products.  Since  1922,  American 
tariff  rates  had  been  very  high,  although  for  rea¬ 
sons  already  indicated  these  high  duties  were  not 
so  much  of  an  obstacle  to  adjustment  in  our  bal- 

13.  In  these  years  large  gold  exports  occurred  several  times, 
particularly  after  Britain’s  suspension  of  gold  payments — in 
September  1931,  in  the  summer  of  X932,  and  in  the  early 
months  of  1933.  But  counterflows  reduced  the  net  annual 
movement  to  relatively  small  figures,  and  for  the  4-year  period 
the  net  export  was  only  $60,000,000. 


ance  of  payments  as  is  sometimes  believed.  But 
when  foreign  lending  by  this  country  slowed  down 
after  1928  and  more  especially  after  1930,  thus  dry¬ 
ing  up  the  source  of  dollar  exchange  which  had 
helped  to  pay  interest  to  American  holders  of  for-  ) 
eign  bonds  and  finance  an  export  surplus  of  com-  . 
modifies,  the  high  American  tariffs  became  a  seri-  I 
ous  obstacle  to  adjustment.  Pressure  for  default  on  j 
American-owned  obligations  of  foreign  govern¬ 
ments  and  foreign  corporations  was  increased  by  | 
restrictions  on  the  import  of  goods.  Countries  | 
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which  did  not  default  found  it  necessary  sharply  to 
curtail  imports  in  order  to  maintain  payments. 
Where  a  more  liberal  American  tariff  would  have 
facilitated  an  adjustment  through  an  increase  of 
exports  to  the  United  States,  American  tariff  policy 
made  adjustment  possible  only  by  default  or  by  a 
reduction  in  American  imports  and  an  even  great¬ 
er  reduction  in  American  exports.*'* 

THE  BALANCE  OF  PAYMENTS  IN  I934  AND  I935 

The  years  1934  and  1935  brought  several  signifi¬ 
cant  changes  in  our  balance  of  payments:  a  cessa¬ 
tion  of  the  withdrawal  of  short-term  funds,  which  by 
the  end  of  1933  had  been  reduced  to  about  the  mini¬ 
mum  working  balances  required  by  foreign  banks; 
new  foreign  investments  in  this  country,  both  in 
the  form  of  increased  short-term  balances  and  pur¬ 
chase  of  securities  in  the  American  market;  and  a 
great  import  of  gold  and  silver,  totaling  over  3 
billion  dollars. 

The  inflow  of  gold  began  shortly  after  the  passage 
of  the  Gold  Reserve  Act  in  January  1934.  The  gold 
movement  in  the  months  immediately  following 
was  due  largely  to  the  de  facto  stabilization  of  the 
dollar  at  59  per  cent  of  its  former  gold  content.  In 
1935  imports  were  due  rather  to  the  economic  and 
political  situation  in  Europe — in  particular  uncer¬ 
tainty  as  to  the  maintenance  of  the  gold  standard 


in  France  and  other  gold  bloc  countries  and  fears 
of  a  general  European  war  as  a  result  of  the 
ItaloEthiopian  situation.  It  is  this  gold  import 
which  has  been  in  part  responsible  for  the  great 
increase  in  the  excess  reserves  of  the  member  banks 
of  the  Federal  Reserve  System,  which  reached 
$3,312,000,000  on  December  ii,  1935.*’  The  exis¬ 
tence  of  these  excess  reserves  has  driven  down  in¬ 
terest  rates,  and  is  a  potent  force  making  for  credit 
expansion  and  inflation  of  commodity  prices.  The 
imports  of  gold  were  largely  on  private  account, 
but  the  silver  imports  were  almost  all  the  result 
of  government  purchases  under  the  Silver  Pur¬ 
chase  Act  of  June  19,  1934.*^  These  purchases  of 
silver  abroad,  like  the  imports  of  gold,  gave  for¬ 
eigners  the  means  of  paying  for  large  amounts  of 
American  goods,  and  helped  to  make  possible  the 
export  balances  in  1934  and  1935.  The  gold  imports 
were  associated  with  the  flow  of  funds  to  this  coun¬ 
try,  but  it  is  noteworthy  that  in  these  two  years 
gold  imports  were  more  than  a  billion  dollars  in 
excess  of  the  calculated  net  capital  movement  to 
the  United  States.  They  were  even  greater  than 
the  net  capital  movement  would  be  if  all  of  the 
residual  item  of  $900,000,000  were  assigned  to  cap¬ 
ital  movement.  Had  silver  been  counted  as  a  com¬ 
modity,  in  1935  we  would  have  had  an  import  sur¬ 
plus  of  commodities  for  the  first  time  since  1893. 


BALANCE  OF  PAYMENTS  OF  THE  UNITED  STATES,  1934-1935* 

{Annual  Average  of  Net  Balances  in  Millions  of  Dollars) 


Exports 

Imports 

Excess  of  commodity  exports 

356 

Shipping  and  freight  services 

38 

Interest  and  dividends 

307 

Tourist  expenditures 

242 

Miscellaneous  commodity  and  service  itemsf 

43 

Immigrant  remittances,  charity,  etc. 

120 

Private  long-term  capital  movement 

322 

Gold  imports 

1,478 

Short-term  capital  movement 

635 

Silver  imports 

211 

Errors  and  omissions  in  estimates 

451 

Currency  imports 

25 

*  Based  on  data  in  annual  Balance  of  Payments  studies,  as  given  in  table  on  p.  57. 

t  The  Department  of  Commerce  summary  for  1935  does  not  give  a  separate  item  for  government  transactions,  and  hence  in 
this  table,  government  transactions  for  1934  are  included  under  “Miscellaneous  Commodity  and  Service  Items.” 


^  Expenditures  abroad  by  American  tourists  in- 
creased  in  both  1934  and  1935,  but  the  proportion- 
ate  increase  in  expenditures  by  foreign  tourists  in 

i 

14-  Only  special  features  in  our  short-term  credit  situation, 
ind  in  the  movement  of  gold  and  silver,  avoided  a  much  more 
t-  drastic  adjustment  of  exports  in  relation  to  imports  in  the  years 
:  1930-1935. 


II  I  15'  Fedend  Reserve  Bulletin,  January  1936,  p.  16.  By  excess 

[-  j  re«rves  are  meant  the  legal  reserves  (consisting  of  deposits 

f  with  the  Federal  Reserve  Banks)  in  excess  of  the  reserves  re- 
’  1  tjuired  by  law. 


IS 


this  country  was  even  greater — a  situation  probably 
due  in  part  to  the  devaluation  of  the  dollar.  A 
striking  feature  of  these  years  was  the  further  de¬ 
cline,  in  the  face  of  improved  economic  conditions 
in  the  United  States,  of  immigrant  remittances.  In 
1935  these  fell  to  $92,000,000 — the  first  time  since 
the  Balance  of  Payments  studies  were  started  that 
this  item  has  been  under  $100,000,000. 

16.  For  a  detailed  study  of  the  present  silver  situation,  cf. 
a  forthcoming  issue  of  Foreign  Policy  Reports  by  John  Parke 
Young. 


I 
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SIGNIFICANCE  OF  ADJUSTMENT  IN  BALANCE 
OF  PAYMENTS 

In  international  trade  and  finance,  claims  of 
Americans  against  foreigners  can  be  met  only  by 
equal  claims  of  foreigners  against  Americans. 
Every  export  item  involves  an  import  item,^^  and 
an  American  can  receive  interest  on  a  foreign  in¬ 
vestment — an  invisible  export — only  when  an  im¬ 
port  is  created. 

Although  in  this  narrow  sense  a  balance  of  in¬ 
ternational  payments  is  always  in  adjustment,  the 
manner  in  which  the  adjustment  takes  place,  as 
well  as  the  current  creditor  or  debtor  position  of 
the  country,  is  of  great  importance  for  the  future. 
A  country  may  pay  for  its  commodity  and  service 
imports  and  meet  its  foreign  obligations  by  bor¬ 
rowing,  or  by  commodity  exports  or  service  items. 
As  far  as  the  immediate  effects  on  the  balance  of 
payments  are  concerned,  both  types  of  settlement 
are  the  same.  But  where  payments  are  made  out  of 
fresh  borrowing,  this  immediate  adjustment  leaves 
a  disturbing  heritage  for  the  balance  of  payments 
at  some  future  time.  Similarly,  fresh  lending  by  a 
creditor  country  keeps  its  balance  of  payments 
temporarily  in  adjustment  without  the  necessity  of 
a  change  in  the  commodity  trade  or  in  service 
items.  When  lending  to  foreigners  ceases,  that 
method  of  “adjustment”  is  ended.  Except  as  cur¬ 
rent  invisible  imports  enter  into  the  picture,  com¬ 
modity  imports  must  exceed  exports  in  creditor 
countries,  and  commodity  exports  must  exceed 
imports  in  debtor  countries,  if  interest  is  to  be 
paid  by  the  foreign  debtors  and  commitments 
for  the  repayment  of  principal  are  to  be  met.  There 
is  always,  however,  the  possibility  that  under  such 
conditions  foreign  debtors  will  simply  default  on 
their  obligations,  thus  making  the  “adjustment”  by 
wiping  out  the  claims  of  the  creditor. 

FUTURE  OF  UNITED  STATES  BALANCE  OF  PAYMENTS 

In  the  light  of  these  considerations,  the  question 
for  the  future  is  not  whether  the  American  balance 
of  payments  will  adjust  to  the  country’s  new 
international  position,  but  in  what  way  is  the 
necessary  adjustment  in  our  balance  of  payments 
to  take  place.? 

The  heart  of  this  problem  is  the  fate  of  existing 
American  investment  abroad.  The  resumption  of 

17.  The  “residual  item”  in  the  annual  Department  of  Com¬ 
merce  Balance  of  Payments  studies  is  simply  the  result  of  the 
inability  to  estimate  exactly  all  the  current  invisibles  and  credit 
transactions,  of  smuggling,  and  of  incorrect  valuations  placed  on 
commodity  exports  and  imports.  A  large  “residual  item”  is  gen¬ 
erally  considered  as  evidence  that  capital  transactions  for  the 
year  were  not  correctly  estimated. 


service  on  defaulted  bond  issues,  and  further  pay¬ 
ments  on  war  debts,  would  greatly  increase  our 
invisible  exports  and  the  need  for  adjustment  in 
other  items;  still  further  defaults  on  our  foreign  in¬ 
vestments  might  reduce  to  negligible  quantities 
our  net  invisible  exports  from  dividends,  interest 
and  capital  transactions. 

In  1934  net  receipts  of  interest  and  dividends  on 
international  account  were  slightly  over  $325,000,- 
000,  and  receipts  from  war  debts  less  than  one 
million;  in  1935  net  receipts  of  interest  and  div-  I 
idends  were  $286,000,000.  With  an  improvement  I 
in  world  economic  conditions,  this  item  is  likely  I 
to  increase;  the  loosening  of  severe  foreign  ex-  I 
change  restrictions  now  in  effect  in  many  coun-  / 
tries,  the  increase  in  earnings  from  direct  invest-  i 
ment  abroad,  the  resumption  of  service,  even  in  | 
part,  on  the  many  foreign  dollar  loans  now  in  de-  i| 
fault,*^  are  all  developments  which  would  make  1 
for  larger  invisible  exports  for  the  United  States,  I 
calling  for  larger  imports  (either  visible  or  invis-  f 
ible),  or  a  decrease  in  exports.  It  would  be  reckless,  I 
however,  to  prophesy  how  large  this  item  will  be  / 
and  hence  how  much  of  an  adjustment  will  be  | 
called  for  in  other  items  in  our  balance  of  pay¬ 
ments.  The  payments  which  Americans  may  ex-  P 
pect  to  receive  on  account  of  foreign  investments  y 
are  not  independently  fixed  amounts;  they  will  be  | 
influenced  greatly  by  this  country’s  tariff  and  loan  | 
policies,  and  the  habits  of  the  American  public  in  g 
coming  decades.  » 

The  simplest  method  of  “adjustment”  to  the  new  L 
position  of  the  United  States  as  a  creditor  nation  I 
would  be  the  loss  of  our  foreign  investments  through  I 
default  on  bond  issues,  and  the  wiping-out  of  direct  1 
investments  through  economic  depression  abroad,  - 
Only  in  a  Pickwickian  sense  could  such  a  develop  | 
ment  be  called  an  “adjustment”  to  our  new  posi¬ 
tion  of  creditor  nation,  but  it  is  within  the  realm 
of  possibility.^® 

19.  The  Institute  of  International  Finance  reports  that  on 

December  31,  1935  $2,055,079,740  of  publicly  issued  foreign 
dollar  bonds  were  in  complete  default,  and  $754,812,600 
were  in  partial  default.  On  the  basis  of  the  Institute’s  estimate  j 
that  about  6o  per  cent  of  the  outstanding  foreign  dollar  bonds 
are  held  in  the  United  States,  this  would  place  the  American 
holdings  of  issues  in  complete  default  at  about  $1,200,000,000, 
and  of  issues  in  partial  default  at  about  $450,000,000.  “Statis-  I 
tical  Analysis  of  Foreign  Dollar  Bond  Defaults,”  Bulletin  No.  f 
85,  April  6,  1936.  I 

I 

20.  George  Peek,  in  a  Letter  to  the  President  on  Foreign  j 
Trade  and  International  Investment  Position  of  the  United  1 
States  as  of  December  ji,  1934  (Washington,  Government 
Printing  Office,  1935),  presented  figures  giving  the  United 
States  a  much  smaller  net  creditor  position  than  had  been  in¬ 
dicated  by  earlier  Department  of  Commerce  studies.  Leaving  out 
war  debts,  he  placed  our  creditor  position  at  $6,594,000,000, 
and  suggested  that  a  revaluation  of  our  direct  investments  ’ 
abroad  on  the  basis  of  present  market  values  would  make  this 
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Renewal  of  foreign  lending  by  this  country 
would  for  a  time  permit  an  adjustment,  as  was  the 
case  in  the  1920’s,  by  the  creation  of  resulting  “im¬ 
ports”  which  would  take  care  of  interest  on  existing 
foreign  investment.  This  would  be  no  permanent 
solution  and,  when  the  lending  stopped,  would 
leave  an  even  greater  problem  of  adjustment. 

The  same  is  to  be  said  of  imports  of  gold  and 
silver.  It  was  the  specie  imports  of  1934  and  1935 
which  made  possible  our  export  balance  of  com¬ 
modities  in  those  years.  But  the  existing  stocks  of 
^  gold  and  silver  and  the  new  supplies  coming  from 

!the  mines  are  not  great  enough  to  permit  long  con¬ 
tinuance  of  specie  imports  on  the  scale  of  the  last 
two  years. 

t  Current  invisible  imports  of  shipping  services, 
I  \  and  particularly  of  tourist  expenditures  and  immi¬ 
grant  remittances,  constitute  a  permanent  means  of 
:  large  payments  on  account  of  foreign  investment. 

,  In  every  year  of  the  Balance  of  Payments  studies 
(1919-1935),  these  invisible  imports  have  been 
,  greater  than  net  interest  and  dividend  payments, 
:  f  plus  war  debt  receipts.  Even  with  commodity  ex- 
:  I  ports  continuing  in  excess  of  commodity  imports — 
-  I  but  by  a  smaller  margin  than  before — these  in- 
■  P  visibles  could  make  adjustment  to  our  creditor  po- 
s  V  sition  possible  on  the  basis  of  interest  and  dividend 
c  I  receipts  of  the  last  few  years.  But  a  resumption  of 
a  1  service  on  any  considerable  part  of  the  loans  now 
a  I  in  default,  and  the  transfer  back  to  this  country  of 
materially  increased  earnings  on  direct  investments 
V  abroad,  would  call  for  more  American  exchange 
n  than  is  available  at  the  present  time  from  these 
h  current  invisible  imports. 

:t  The  future  of  the  shipping  service  item  will  de- 
1.  pend  largely  on  the  policy  of  this  and  other  gov- 
>  I  ernments  with  regard  to  shipping  subsidies.  In  the 
i'  j  absence  of  substantial  subsidies,  American  mer- 
n  chant  ships  are  at  a  disadvantage  as  compared  with 
j  the  ships  of  countries  with  lower  operating  ex- 
penses  and  cheaper  construction  costs.  If  we  re- 
50  :  duce  the  existing  subsidy  to  American  shipping, 
50  '  our  payments  to  foreign  shipping  (an  invisible  im- 
j  port)  might  increase  substantially;  if  the  subsidy 

lower.  Samuel  Crowther,  in  a  sensational  popularization  of 
.  ’  Peek’s  conclusions,  suggests  that  we  are  now  a  debtor  nation. 
fg  ;  ^970,000,000  minus,  A  Second  Primer  (New  York,  The  Chem¬ 
ical  Foundation,  1935),  p.  31  and  passim. 

It  is  likely  that  Peek's  estimates  of  foreign  investment  in  this 
gn  1  country — $7,590,000,000 — are  too  high.  But  even  granting  the 
'ed  j  correctness  of  this  figure,  both  Peek  and  Crowther  are  in  a 
^  vicious  circle  of  their  own  creation  when  they  claim  that  we 
M  .  have  nearly  lost  our  creditor  position,  or  even  are  a  debtor  na- 
in-  I  tion,  and  then  from  that  conclude  that  there  is  no  need  for  the 
jut  I  United  States  to  lower  tariffs  to  facilitate  the  receipt  of  pay- 
00,  «  ments  on  our  foreign  investment.  Our  high  tariffs,  by  making 

nB  ^  more  difficult  the  acquisition  of  dollar  exchange,  encourage  de- 
hu  J  faults  and  help  to  reJduce  our  net  creditor  position. 
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were  raised,  the  American  merchant  marine  might 
even  increase  to  the  point  where  our  receipts  from 
shipping  services  were  in  excess  of  our  expendi¬ 
tures,  as  was  true  in  the  early  post-war  period 
(1919-1922).^^ 

Our  net  expenditures  on  foreign  travel  are  great¬ 
ly  influenced  by  the  vagaries  of  fashion,  both  here 
and  abroad.  The  extent  and  nature  of  international 
trade  in  commodities  is  largely  determined  by  rela¬ 
tive  prices  in  the  various  trading  countries.  It  is 
these  price  differences  which  explain  why  Amer¬ 
ican  automobiles,  cotton,  machinery  and  pork 
products  are  sold  abroad,  why  sugar,  fine  china 
and  textiles  are  imported  into  the  United  States, 
even  in  the  face  of  high  tariffs.  Similarly,  differ¬ 
ences  in  cost  of  living  and  travel  have  some  influ¬ 
ence  on  the  tourist  trade,  but  this  influence  is  less 
than  that  of  prices  on  the  commodity  trade.  The 
decision  whether  the  summer  vacation  of  the 
school  teacher  will  be  spent  in  France  or  Maine,  or 
whether  the  New  York  executive  will  seek  relief 
from  January  weather  and  business  worries  on  the 
golf  links  of  Florida  or  Bermuda,  although  not  in¬ 
dependent  of  prices,  is  very  greatly  affected  in  most 
cases  by  habit,  by  the  desire  to  do  what  is  current¬ 
ly  fashionable,  or  by  the  prospects  of  wars  and 
revolutions.  The  same  general  considerations  apply 
to  travel  by  foreigners  in  America.  There  is  no 
physical  barrier  to  an  increase  in  our  net  tourist 
expenditures  to  a  figure  surpassing  that  of  the 
1920’s.  But  in  view  of  the  circumstances  connected 
with  American  travel  abroad  in  the  post-war  de¬ 
cade,  the  international  political  situation,  and  the 
growth  of  recreational  facilities  in  the  United 
States,  it  seems  improbable  that  our  net  tourist 
expenditures  will  soon  regain  the  importance  they 
had  before  1930. 

Although  the  future  of  our  invisible  imports  in 
shipping  services  and  tourist  expenses  is  uncertain, 
there  is  much  evidence  that  immigrant  remittances 
and  contributions  will  be  of  less  importance  in 
coming  years.  In  the  1920’s  the  net  amount  of  re¬ 
mittances  decreased  almost  steadily,  with  only  a 
slight  pick-up  in  1928  and  1929.  American  churches 
have  been  reducing  their  expenditures  in  the  for¬ 
eign  mission  field.  With  the  policy  of  permanent 
limitation  of  immigration,  the  proportion  of  the 
American  population  remitting  funds  to  families 
in  the  “old  country”  seems  certain  to  decrease.  In 
1934  and  1935  immigrant  remittances  were  only 
about  two-thirds  of  what  they  had  been  before  the 
World  War. 

21.  For  a  discussion  of  some  of  the  problems  of  subsidies,  cf. 
John  C.  deWilde,  “Ship  Subsidies  and  the  Future  of  World 
Shipping,”  Foreign  Policy  Reports,  March  14,  1934. 
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The  greatest  possibility  of  adjustment  lies  in  the 
commodity  trade  through  a  change  in  the  relation 
of  exports  and  imports.  Such  an  adjustment,  al¬ 
though  greatly  aided  by  low  tariffs  in  the  creditor 
nation,  is  possible  even  with  high  tariffs,  providing 
exports  from  the  creditor  country  are  cut  down 
sufficiently.  The  extent,  however,  to  which  adjust¬ 
ment  in  the  commodity  trade  is  a  practical  possi¬ 
bility,  and  the  effect  of  that  adjustment  on  debtor 
and  creditor  country  will  differ  greatly  under  a 
policy  of  extreme  protection  and  a  policy  of  mod¬ 
erate  duties.  The  virtual  closing  of  the  American 
market  to  many  foreign  goods  which  can  be  pro¬ 
duced  more  advantageously  abroad  than  in  this 
country  has  a  depressing  effect  on  economic  con¬ 
ditions  abroad,  reducing  both  the  taxes  necessary 
to  make  payments  on  public  debts,  and  the  busi¬ 
ness  profits  necessary  to  make  payments  on  private 
debts.  Where,  by  a  reduction  of  exports  by  the 
creditor,  debtors  continue  to  pay  in  the  face  of  the 
obstacles  of  high  tariffs,  the  effect  on  the  creditor 
may  prove  very  disturbing  since  the  burden  of  ad¬ 
justment  is  placed  on  the  export  industries.^^  With 
an  expanding  volume  of  international  trade,  an 
adjustment  of  a  few  hundred  million  dollars  in  the 
relation  of  exports  and  imports  is  a  small  matter, 
absorbed  with  little  disturbance  to  the  economic 
life  of  the  country.  The  attempt  to  make  a  similar 
adjustment  on  a  sharply  declining  volume  of  trade, 
even  if  successful,  will  place  an  unnecessary  burden 
on  the  debtor  nation  and  cause  needless  disturbance 
in  the  economic  life  of  the  creditor  nation.^^ 

An  increase  in  our  imports  relative  to  our  ex¬ 
ports  will  be  caused  primarily  by  an  increase  in  the 
price  that  foreigners  can  receive  for  goods  in  the 
American  market  over  the  price  that  Americans 
can  receive  abroad.  In  view  of  our  international 
economic  position,  a  slightly  higher  price  level  here 
than  abroad  is  desirable.  At  the  present  time  the 
excess  reserves  of  the  American  banks  make  pos¬ 
sible  a  very  substantial  increase  in  American  prices. 
But  as  long  as  we  remain  on  the  existing  de  facto 
gold  standard  by  permitting  the  free  export  of 
gold,  and  do  not  have  import  duties  at  prohibitive 

22.  For  a  discussion  of  the  effects  of  American  tariff  policy 
in  putting  the  burden  of  international  adjustment  on  American 
agriculture  by  a  restriction  of  foreign  markets,  cf.  Secretary 
Henry  A.  Wallace,  “America  Must  Choose,”  World  Affairs 
Pamphlet  (New  York,  Foreign  Policy  Association  and  World 
Peace  Foundation,  1934). 


levels,  any  strong  inflationary  movement  here 
would  meet  two  checks:  the  increased  import  of 
foreign  goods  seeking  the  higher  prices  in  the- 
American  market;  and  an  outward  flow  of  gold] 
restricting  the  expansion  of  credit.  Hence,  it  is' 
important  that  the  public  take  an  intelligent  atti¬ 
tude  toward  the  increase  of  imports  and  the  out¬ 
flow  of  gold  which  seem  likely  to  accompany  any 
considerable  upward  movement  of  American 
prices.  In  the  light  of  the  political  history  of 
American  tariff  controversy,  we  may  expectll 
even  a  temporary  reversal  in  our  commodityl 
trade  balance  to  be  met  by  the  cries  of  high 
protectionists,  picturing  a  “flood”  of  alien  goods! 
“inundating”  the  American  public  and  prophesy-Tj 
ing  the  ruin  of  America  by  the  “pauper”  andi 
“sweated”  labor  of  Europe.  General  support  of! 
such  views  might  halt  the  present  program  for  tar¬ 
iff  reduction  through  trade  agreements  and  even 
lead  to  concerted  pressure  on  Qjngress  for  in-i 
creases  in  tariffs.  An  inflow  of  goods  is  both  a| 
check  on  inflation  of  prices  and  a  means  of  faciU 
itating  an  adjustment  in  our  balance  of  paymenti| 
which  will  preserve  as  much  as  possible  of  our 
foreign  investment  and  will  at  the  same  time  ex¬ 
pand  foreign  markets  for  American  agricultural 
and  industry.  a 

No  matter  what  happens,  the  American  balancef| 
of  payments  will  adjust  in  one  way  or  another. 
But  the  United  States,  through  its  tariff  policy,  has 
an  important  voice  in  deciding  how  that  adjust¬ 
ment  will  take  place.  We  can  adjust  on  a  smaller]^ 
volume  of  international  trade  by  continuation  of 
existing  default  on  foreign  investment,  by  new  de¬ 
faults,  by  a  further  shrinkage  of  our  exports,  and 
by  depriving  the  public  of  many  foreign  goods. 
We  can  adjust  on  a  larger  volume  of  international 
trade  with  salvaging  of  much  of  our  foreign  in¬ 
vestment,  the  expansion  of  export  markets,  and  a 
higher  standard  of  living  as  a  result  of  a  larger 
and  more  varied  supply  of  foreign  goods.  A  high 
tariff  will  foster  the  first  type  of  adjustment,  a  low 
tariff  the  second. 


23.  These  same  considerations  apply  even  if  freight,  tourist  j 
expenditures  and  remittances  should  be  large  enough  to  meet] 
all  payments  on  our  foreign  indebtedness  and  American  com-j 
modity  exports  continue  permanently  in  excess  of  commoditfl 
imports.  In  cither  case,  some  adjustment  in  the  relation  of  com-| 
modity  exports  and  imports,  from  the  situation  prevailing  up;| 
to  1930,  will  be  necessary. 


I 


